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Abstract 



Audience Economics of European Union Public Service Broadcasters. 
Assessing Performance in Competitive Markets 



By Robert G. Picard 

Media Group, Business Research and Development Centre 
Turku School of Economics and Business Administration 
PL 110, 20521 Turku, Finland 
Telephone: +358 2 3383 502 
E-mail: robert.picard @tukkk.fi 



This paper explores the economics of audiences and applies the approaches to public 
service broadcasters in the European Union. It suggests and applies a method for analysing 
the contemporary performance of public broadcasters using market shares. The study finds 
that, as a whole, public service broadcasters are performing better than statistical 
expectations, that public service broadcasting is generally maintaining market leadership, and 
that higher market share performance is associated with lower levels of government funding. 
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Audience Economics of European Union Public Service Broadcasters: 
Assessing Performance in Competitive Markets 



European public service broadcasters (PSBs) have a common obligation to provide 
universal service to television audiences in their nations, providing material that serves the 
diverse social, political, cultural, and identity needs within the nations in which they are 
located. 

Despite the similar mission, the broadcasters operate in very different environments 
and the means by which they are funded differ. Some rely solely on licence fees or 
government funds, whereas others obtain financing through advertising. Some are highly 
dependent upon advertising; others use it merely as supplementary funding (McQuail and 
Siune, 1986). Some public service broadcasters have stable funding; some struggle with 
funding that can vary widely from year to year. 

A McKinsey & Co. study on public service broadcasting (1999) argued that these 
differences can be seen worldwide and that PSBs can be divided into three groups based on 
market share and distinctiveness, that is, providing a mix of content that is distinct from 
commercial broadcasters. The three groups were defined as broadcasters 1) focusing on 
distinctiveness over market share; 2) focusing on market share over distinctiveness; and 3) 
those seeking an equilibrium. All three of the groups are evident within the European Union. 

In terms of competition, European public service broadcasters operate in situations 
ranging from markets in which no national commercial competitors exist to markets in which 
multiple commercial competitors serve the national market. Some have only domestic 
competitors; some encounter foreign competitors as well. 



Throughout Europe during the past two decades, however, two commonalties exist: 
the number of channels offered by public service broadcasters has increased, and 
liberalisation of broadcasting policy has permitted the introduction and expansion of 
commercial channels at the national and local levels (Silj, 1992; Council of Europe, 1998; 
Davis, 1999). In addition, cable and satellite services are widely available. These changes 
have introduced and increased competition for audience attention and lowered audience 
shares of existing channels. 

Observers of European public service broadcasting have noticed the changing market 
for public television and raised significant discussions about the change in PSBs and their 
role in the contemporary, commercialised multichannel environment (Blumer, 1992; 
“Genense et actualite du service public,” 1995; Tracey, 1998). Stations that had 100 percent 
market shares one or two decades ago are today achieving market shares in the 20 to 40 
percent range. Some interpret these declines as a failure of public service broadcasting to 
continue serving its purposes or a failure of PSB management to respond appropriately to 
changing market conditions. 

The prime time market share of the German regional channels ARD, for example, 
declined from 33.6 in 1990 to 15.4 in 1999. In the five-year period between 1994 and 1999, 
for example, the BBC 1 average primetime audience dropped from 33.7 to 28.6 and that of 
Portuguese Canal 1 declined from 38.5 to 31.4. 

Setting aside arguments of whether audience share is appropriately applied to public 
service broadcasters, it is clearly being used as evidence by policy makers, public service 
broadcasters themselves, and social observers to promote a variety of policy and strategic 
policies and models. The diminishing use of PSB channels is also feared to reduce their value 
to audiences and the political will to continue funding their operations. 
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Allan Brown notes that declining market shares create significant financial pressures 
on broadcasters because “arguments of public broadcasters for the maintenance of their levels 
of public subsidy will be weakened to the extent that the sizes of their audience 
diminishes. . . Moreover, at least a percentage of pay-TV subscribers will be less inclined to 
pay license fees and taxes to finance public broadcasting stations, which will account for a 
smaller proportion of available channels and less of their viewing time” (Brown, 1996, p. 13). 

Unfortunately, much discussion about the performance of PSBs is based on a 
misunderstanding of the importance of market share and the reasons for change in shares. If a 
channel suffers a decline in market share in a stable market, there is immediate reason for 
concern. Such a decline is indicative of poorer service, less attractive programming, or losing 
touch with the audience 

When the market is changing because the number of competitors is increasing, 
however, a decline must be understood differently. It does not necessarily result from 
performance problems but from the inevitable result of more channels and hours of 
programming being offered to audiences. 

It has been difficult to compare the performance of public broadcasters across nations 
because the geography and population of each nation differs, because the number of public 
service channels differs, because the number of private channels varies, and because the 
political, social, and cultural requirements for public service differs. These issues have 
limited the number of cross-national studies on public broadcasting as a whole or led to 
studies considering them in regional terms or other logical groups based on various factors. 
This paper, however, seeks to provide a method for overcoming those difficulties through 
national evaluations that are comparable. 
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The Economics of Market Share 

The primary factor in audience market share is the number of channels available. 
Audience shares represent the portion of households or persons using television during a 
specific period. The total is 100 and the proportions that are accounted for by each channel 
are reported as a percentage or ratio (Beville Jr., 1988.) 

Secondary factors are audience size and time expenditures. Both of these are 
relatively stable in the short- and mid-term and combine with number of channels to affect 
market shares. When a new channel enters the market it typically does not alter the size of the 
audience and, thus, demand remains relatively constant. Similarly, audience time is limited 
and time spent on television remains relatively consistent in the short-term, so the new 
channels and the consequent rise in hours of programming supplied will not significantly 
increase consumption of television programming, although the amount increases somewhat. 
This gap between supply and demand is illustrated in Figure 1. 

Figure 1. Supply of Television Programming and Demand for Programming 




" Hours of Programming Supplied 
== Audience Viewing Time (Demand for Hours of Programming) 

The result of this situation is that the introduction of each new channel increases 
competition and divides the audience, leading to an inevitable decline in audience share for 
any pre-existing channels. Thus, a European television market that moved from a situation in 
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which one public service channel had a broadcasting monopoly and 100 percent audience 
share to a situation in which three commercial competitors were authorised, each channel 
would be expected to achieve an audience share of 25 percent. Absent private competitors, 
public service broadcasters themselves reduce the market shares of their existing channels by 
adding additional channels to serve smaller segments of the audience or special needs in their 
nations. 

The reduction of average audience share from the addition of each channel is 
proportional and continual, as shown in Figure 2. 



Figure 2. Declining Average Audience Share as Number of Channels Increase 




This mathematical progression, however, does not take into account the effects of 
factors such as the provision of attractive programming, audience development strategies, and 
a variety of competitive advantages that channels may enjoy or achieve. As a result, some 
channels are able to obtain an audience share exceeding the expected average audience share 
through programming choices, better service of customer wants and needs, or other decisions 
under managerial control (see Figure 3). 
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Figure 3. Division of Audience Share Differs from Average Share in Practice (Hypothetical 
Example) 



35 -i 




Channel 1 Channel 2 Channel 3 Channel 4 

□ Expected Share ■ Achieved Share 



It has been noted that broadcasters provide a range of programming and that the range 
of types of programs offered among channels tends to be similar. These factors create 
situations in which audiences are split among the channels but concentrate their viewing on a 
few. “Where a country has several channels, each tends to be watched by many people for a 
part of their viewing time. Smaller channels not only have fewer viewers but also attract less 
of these viewers’ viewing time than the larger channels” (Barwise and Ehrenberg, 1988, p. 
63). 

This factor is at the heart of audience program choices in competitive environments. 
“The monopolist’s only concern is that viewers choose television over other activities, not 
that they watch their favorite programs. Yet to gain audiences, competitive broadcasters must 
attract viewers away from other channels as well as away from other leisure activities,” 
according to Owen and Wildman (1992, pp. 79-80). 

Conditions and behaviours that increase the attractiveness of channels provide 
competitive advantages for broadcasters, increase the audience demand for their broadcasts, 
and allow some channels to perform better than the average channel. If efforts and 
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investments are regularly made to improve channel attractiveness it is typically possible for a 
large broadcaster to remain one of the market leaders. 

The concept of diminishing audience use of additional channels provides the basis for 
analysis of PSB performance. One can use the concept to separate the performance of public 
service broadcasters in competitive environments from the normal effects of declining 
average audience share that had been caused by merely increasing the number of channels 
when policy liberalisation removed monopolies or near monopolies on television 
broadcasting. 

This study applies the method to national television markets in the European Union. 
The national market is appropriate because public service broadcasters are typically national 
broadcasters, sometimes with regional or metropolitan supplementary channels. The research 
is designed to answer the following research questions. 

RQ1: What is the audience market performance of national public service 
broadcasters? 

RQ2: How does it compare to the performance of commercial broadcasters? 

RQ3: Is over- or under performance of public service channels associated with their 
method of funding? 



Method 

To carry out the research, data on television channel and audience shares were 
obtained from the Statistical Yearbook of the European Audiovisual Observatory (2000). The 
observatory is the official audiovisual data collection centre for the Council of Europe and the 
European Commission and provides the primary statistical information for public policy 
making in Europe. Its data is considered authoritative. The researcher obtained national-level 
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data on channels broadcasting, national coverage, ownership status, and television audience 
daily market shares. 

Public service channels are unique in that they were established with mandates to 
provide universal service, thus providing 100 percent national coverage or as close to that 
amount as technically feasible. Private commercial broadcasters, however, in many nations 
do not provide universal coverage for cost reasons or because they have limited their 
activities to regions or cities within countries. For this reason, national coverage data became 
a factor in the study. 

The number of channels for use in the statistical computations was determined by 
selecting all channels that have national coverage of at least 50 percent. In practice, private 
broadcasters with such coverage tend to cover the major urban areas and compete 
significantly for audience share. Channels with less than 50 percent national coverage tend to 
have low audience shares, often in the 1 to 5 percent share range. 

This inclusion process is not perfect, but it was necessitated because of data available 
and their limitations in terms of availability and share reporting. The effects of these 
limitations is an inflation of the market performance of commercial channels vis-a-vis that of 
public service broadcasters. This was deemed to be acceptable because the point of this study 
is to observe public service broadcasters' performance and the limitation forces the most 
conservative measure possible of their performance. In other words, the public service 
broadcasters’ performance may be somewhat better than identified in a few cases, but it will 
not be worse. 

Fourteen national markets were included in this study. Although the European Union 
includes 1 5 member states, Luxembourg is not included in the study because it does not have 
a public broadcaster. Three of the 14 nations presented unique channel and audience issues 
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that required special handling because of linguistic and proximity issues: Austria, Belgium, 
and Ireland. 

Because of its size, its shared language, and its location adjacent to Germany, portions 
of the Austrian audience are targeted by broadcasts from Germany. As a result Austrian 
public broadcasting competes for audiences not only with domestic commercial channels but 
also with German commercial and public service channels. Of all the channels available, only 
the two Austrian PSB channels achieve more than 50 percent national coverage. If they were 
used alone, their performance would be highly overstated. As a result, the author lowered the 
coverage limitation for other broadcasters to 25 percent for this nation alone and reports 
results twice: once with only Austrian public service channels included and once with 
German public service channels included. 

Belgium also required special handling because of its federated French- and Flemish- 
language communities. To overcome that issue, the two communities were treated as separate 
markets. The nature of the communities also presented problems in that significant foreign 
broadcasts from private broadcasters in French and Dutch are available for both language 
groups. The French-language community is also heavily served by public service 
broadcasting from France. In order to account for this issue, the data for the French-language 
community is reported twice: once with only domestic public service channels included and 
once with Belgian and French public service channels included. 

Because of its proximity to the United Kingdom, its shared language, and the wide 
availability of British broadcasting, Ireland also faces the issue of foreign public service 
broadcasting. It was handled in the manner used for Belgium. Performance is reported twice: 
once with only domestic public service channels and once with British public service 
channels included. 

The data for each channel in each nation was calculated using the following equation: 
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CMS - EAAS = Channel Performance 



Where, 

CMS = Channel market share 

EAAS = Expected average audience share calculated as 100/number of channels 



The result produced by the equation is the market share above or below the 
mathematically expected average for the public service broadcaster(s) in a nation. 

For example, Portugal has 2 national public service channels (Canal 1 and TV-2) and 
2 nationally available private channels (SIC and TVI). If the market is assessed as four 
competing channels. Canal 1 surpasses the expected share for four competing stations and 
TV-2 is an underperformer (Table 1) 



Table 1. Performance of Portuguese National Channels Based on Channel Share Expectations 



Status 


Channel 


Audience Share 


Expected Share 


Performance 


PS 


Canal 1 


28.1 


25.0 


3.1 


PS 


TV-2 


5.6 


25.0 


-19.4 


PR 


SIC 


45.9 


25.0 


20.9 


PR 


TVI 


15.8 


25.0 


-9.2 



This approach, however, ignores the fact that public service broadcasters make an 
overall contribution to society through the combination of their contributions in separate 
channels and that the choice to add public service channels is typically made to improve 
services to some segments of the audience. For the purposes of measuring performance of 
public service broadcasters, then, it is appropriate to collapse the market performance of 
public service broadcasting into a single competitor for market share. Using that approach for 
the Portuguese situation (Table 2), the public broadcaster just slightly exceeds its expected 
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share, indicating that it is holding its own against market share loss caused by multiple 
channels. 



Table 2. Performance of Portuguese National Channels Based on Channel Share Expectations 



Status 


Channel 


Audience Share 


Expected Share 


Performance 


PS 


Canal 1 & 
TV.2 


33.7 


33.3 


.04 


PR 


SIC , 


45.9 


33.3 


12.6 


PR 


TVI 


15.8 


33.3 


-17.5 



Because of the necessity to gain an overall performance measure for public service 
television broadcasting, this latter approach of combining the market shares of all public 
service broadcasters was adopted. Using this process, it became possible to observe the 
national performance of European public television against an objective measure. These 
market performance results are thus comparable across nations because they evaluate 
performance in a method that accounts for differences in national television competition. 



Results 

The results of the calculation yield a number showing the daily market share of public 
broadcasting above or below the expected average share. The interpretation of the result is 
simple: a public service broadcaster surpassing the average share is thus performing better 
than expected and the degree of that performance is shown by the extent to which it surpasses 
that share. Conversely, public broadcasters under the expected average are performing more 
poorly than expected. 

As shown in Table 3, the majority of European public service broadcasters are 
performing far better than the mathematical expectation, but the performance ranges widely. 




Table 3. Performance of European Public Service Broadcasters 



Nation 


Performance 


Austria 


4.9 


Austria (with DE PS) A 


34.3 


Belgium (F, B PS only)* 


-11.4 


Belgium (F, with F 
PS)** 


22.0 


Belgium (Fl)+ 


19.2 


Denmark 


-10.3 


Finland 


-6.0 


France 


44.1 


Germany 


34.2 


Greece 


-6.7 


Ireland (Irish PS only)# 


26.0 


Ireland (with UK PS)## 


36.0 


Italy 


33.9 


Netherlands 


18.6 


Portugal 


0.4 


Spain 


7.9 


Sweden 


22.2 


UK 


16.2 



A Including German public broadcasters 

* French community market, Belgian public service broadcasting only 

** French community market, including French public service broadcasting 
+ Flemish community market 

# Including only Irish public service broadcasting 
## Including UK public service broadcasting 



A graphic display of the data (Figure 4) makes it easier to see that only four 
broadcasters are underperformers. That number is three if the contribution of French public 
service broadcasting to the French speaking community in Belgium is selected as the 
appropriate basis for analysing French-language public service in Belgium. 
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Figure 4: Range of Performance of European Public Broadcasters 



France 

Ireland (with UK PS)## 
Austria (with DE PS) A 
Germany 
Italy 

Ireland (Irish PS only)# 
Sweden 

Belgium (F, with F PS)** 
Belgium (Fl)+ 
Netherlands 
UK 
Spain 
Austria 
Portugal 
Finland 
Greece 
Denmark 
Belgium (F, B PS only)* 



] 



] 




=□ 




- 20 % - 10 % 0 % 10 % 20 % 30 % 40 % 50 % 



A Including German public broadcasters 

* French community market, Belgian public service broadcasting only 

** French community market, including Fraich public service broadcasting 
+ Flemish community market 

# Including only Irish public service broadcasting 
M Including UK public service broadcasting 



In considering the performance of PSB against private broadcasters, the daily 
audience shares of all domestic public service channels was combined and compared against 
the shares of commercial channels. In all cases, except Greece and Portugal, public service 
broadcasting still occupied the number one market position in EU nations (Table 4). 
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Table 4. Market Position of Domestic Public Service Broadcasting, 1999 



Market Position 


Austria 


1 


Belgium (F)* 


1 


Belgium (Fl)+ 


1 


Denmark 


1 


Finland 


1 


France 


1 


Germany 


1 


Greece 


5 


Ireland 


1 


Italy 


1 


Netherlands 


1 


Portugal 


2 


Spain 


1 


Sweden 


1 


United Kingdom 


1 



^French language community 
^Flemish language community 



Public service broadcasting in Denmark and Finland, which underperformed based on 
expected market share, nevertheless held the number 1 market positions in their countries. 

The market share losses for PSB, despite their maintenance of leading positions, is a 
particular problem for public broadcasters who also receive portions of their financing from 
advertising sales. As market share (and audience size) decline, advertisers are unwilling to 
pay as much, and this results in declining income as market share erodes. This factor would 
thus be expected to lead PSBs who rely on advertising to seek to overperform in terms of 
audience share. This factor is important because numerous European PSBs rely on 
advertising for portions of their income. 

Calculations above identified France, Germany, and Italy as high overperformers 1 and 
Belgium, Denmark, Finland, Greece as underperformers. 2 This raises the question of whether 
the extent to which they rely on funds other than licence fees, such as advertising, 
commercial activities, etc. affects that standing. 

1 Ireland and Austria are excluded because they are high overperformers only when foreign PSBs are included. 
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